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This appeal is made pursuant to section 19057,
subdivision (a), of the Revenue and Taxation Code from
the action of the Franchise Tax Board in denying the
claim of Joyce D. Kohlman for refund of personal incone
tax in the anount of $179.00 for the year 1978.
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The issue is whether appellant is entitled in
1978 to bad debt deductions for nobneys she advanced to
her daughter and to a friend, Robert J. Auchter.

In February 1978, appellant advanced $4,630 to
her daughter. No witten agreenent was entered into,
and aﬁpellant received no security. Appellant clains
t hat her daughter agreed to repay the anount advanced,
plus ten percent interest, and agreed to execute a
promi ssory note. Appellant asserts that after the funds
were transferred, her daughter refused to sign a note.
According to appellant, in 1978, she went to Chicago,
[1linois, and to Washington, b.C., to see her daughter
and to ask her to repay the $4,600, but she refused to
make any paynent. Arter the second trip, appellant
states that she becane convinced that there would be

no repaynent.

Appel lant claimed a second bad debt deduction
for a loan of $2,000 she made to Mr. Robert Auchter
during April 1975. M. Auchter signed an installment
note 1n which he promsed to pay a total of $2,200, with
mont hly paynents of $100. However, he made no paynents.
Appel lant clainms that she contacted himby tel ephone and
letter on several occasions to request paynment, and, in
1978, traveled to Seattle, Washington, to urgchimto
pay the debt. \Wen these efforts proved ineffective,
appel I ant concluded that the debt was worthless.

Appel lant filed an amendnent to her 1978
personal incone tax return in which she deducted the
two advances as bad debts. Respondent determ ned that
appel lant was not entitled to a bad debt deduction for
elther of the advances and denied her claimfor refund,
Subsequent to appellant's protest, respondent reaffirmed
the denial and this appeal was fil ed.

Revenue and Taxation Code section 17207 all ows
a deduction for "any debt which beconmes worthless wthin
the taxable year." The taxpayer has the burden of
proving that he is entitled to the bad debt deducti on.
(Appeal of Janes ¢. and Mbnabl anche A. walshe, Cal. St.

. of Equal., Oct. 20, 1975). The taxpayer must f'irst
prove that the debt is bona fide; that is, that it arose
“from a debtor-creditor relationship based upon a valid
and enforceable obligation to pay a fixed or determina-
bl e sum of noney." %Cal. Admin. Code, tit. 18, reg.
17207(a), subd. (3), (Repealer filed April 18, 1981,

Reg. 81, No. 16).) The taxpayer nust also prove -that
t he debt becanme worthless during the year in which the
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deduction is claimed.. (Appeal of Fred Qgghggrpgra
Baungartner, Cal. St. Bd. of "Eqlal., Oct. 6, 1976.) In
order to do this, he nust prove that the debt had sone
val ue at the beginning of the year in which the deduc-
tion is clained, and that sone event occurred during

t hat year which caused the debt to becone worthl ess.
(Appeal of Myron E. and Dajsy_ly MJler, Cal. St. Rd.
of Equal., June 28, 1979.)

Respondent disal |l owed the deduction of appel -
| ant's advance to her daughter because it found that
appellant failed to prove that a bona fide debt existed.
This board has previously noted that clained deductions
arising fromintrafamily transactions nust be rigidly
scrutinized, and that no deduction is allowed "unl ess
there is an affirmative showing that there existed at
the time of the advance a real expectatron of repayment
and an intent to enforce collection.” (Appeal of Arthur
and Kate C. #Heinmann, Cal. St, Bd. of Equal., Feb. .26,
T7963.) AppelTant asserts that the amount advanced to
her daughter was a bona fide |oan, that she expected
repayment, and that she demanded repaynent. However,

t hese unsupported assertions do not neet appellant's
burden of proof. (ép eal of Harrv P. and Florence 0. _
Warner, Cal. St. Bd. qual”, ApriT 22 "1I975.)  Appe i-
Tant's daughter I|ved a consi derabl e distance from
appel l ant and a sizable sum of nobney was bei ng advanced,
yet appellant did not require either a prom ssory note
or collateral before advancing the noney. These facts
seemto indicate a |ack of a genuine expectation of
repaynment and intent to enforce collection. Appellant
argues that her claim is supported by the fact that she
made two visits to her daughter to demand repaynment of
the anount advanced. However, appellant produced no
evidence to prove that the visits were for the pur pose
of demandi ng repaynent. W thout such evidence, it is
reasonable to assune that the trips were nerely social
visits. Since appellant has not proven that the advance
to her daughter was a bona fide debt, respondent
correctly disallowed the clainmed bad debt deducti on.

Respondent disall owed the deduction of the
advance to M. Auchter on the %]ound t hat appel | ant had
not proven the debt became worthless during 1978.  Appel -
lant relies uponher claimthat she went to Seattle to
demand payment and did not receive it. At nost, this
expl ai ns why app=llant concluded in 1978 that the debt
was worthless. This board has repeatedly held that
evi dence of the date upon which the taxpayer ascertained
a debt to be worthless is irrelevant; the taxpayer nust
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prove when the debt actually becane mnrthless (Appeal
of Fred and_Barbara Baungartner, supra. nce
has ‘'not proven that "the "auchter debt actud% aoo l nt

worthl ess during 1978, respondent correctly d|sallomed a
deduction for that debt.

For the foregoing reasons, the actions of
respondent nust be sustai ned.
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ORDER

Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing therefor,

| T | S HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 19060 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board in
denying the claimof Joyce D. Kohlman for refund of
personal income tax in the anount of $179.00 for the
year 1978, be and the sane is hereby sustained.

Done at Sacramento, California, this 29th gay
of June , 1982, by the State Board of Equalization,
wi th Board Members M. Bennett, M. Dronenburg, and .
M. Nevins present.

Milliam M. Bennett ___  , Chairman
_Ernest_J. Dronenbcrg, Jr. ——, Menber
Richard Nevins . . ______, Menber
- Mt i o o b . e o ek o R I\/Enber

_, Menber
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